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To my fellow Indiana Citizens: 
 
 Thank you for taking the time to read this 10th semi-annual Report to Indiana Citizens on the State’s Finances. My office 
prepares this Report to give Indiana Citizens a better understanding of Indiana government’s true financial condition. The timing 
of this report gives you the final numbers for the fiscal year 2005, which was the second year of the budget passed by the General 
Assembly in 2003. The new budget passed in April of this year took effect on July 1, 2005, and runs through the end of the 2007 
fiscal year, on June 30, 2007. 
 
 What information can you learn from this Report? Consider the following: 
 
The good news: State Government’s bottom line, what is called the “True Surplus” in this Report, while still at a negative $27 

million, has improved its position by $230 million since the end of the prior fiscal year. This is the first year since 1999 when 
Indiana government’s fiscal picture actually improved from the prior fiscal year. 

 
The bad news: Indiana government’s total cash and investment balances continued to decline, finishing the fiscal year $142 

million lower than one year ago. However, the total cash and investment balances did rebound $1.432 billion above their 
November month-end low, a larger turnaround than in any of the prior 5 years. 

 
More bad news: After decades of never relying upon payment delays to prop up the Surplus more than one year at a time, the 

2005 Fiscal Year was the fourth in a row to postpone payments to schools and local governments into the next fiscal year. 
 
More good news: After years of disappointment, income tax revenues skyrocketed, exceeding expectations and returning to their 

turn of the century form, while sales tax revenues have continued their slow and steady growth. The two call to mind Aesop’s 
fable of the tortoise and the hare. May our income tax “hare” continue its rapid pace! 

 
 In addition to the normal Surplus description on page 2, page 3 examines the year-to-year change to the True Surplus, 
illustrating the spending of the 1999 $2 billion Surplus. Pages 4 and 5 list local tax rates and distributions, county by county, 
giving you an opportunity to examine tax rate and distribution differences between counties. Finally, pages 6 and 7 again include 
our revenue analysis for the 2005 fiscal year, plus a comparison of various tax rates from bordering states. 
 

If you have questions or comments about this publication or its contents, please e-mail me at 
comments@audlan.state.in.us, or call (317) 232-3300.  You may also view this report along with other pertinent information on 
our website at www.in.gov/auditor. 
 
Sincerely, 
Connie Nass 
Auditor of State 

Surplus Non-Surplus
Accounts Accounts Total

General Fund Cash and Investments 416,392,643$      309,296,139$      725,688,782$      
   Rainy Day Fund 316,474,803        316,474,803        
   Medicaid Reserve Fund 24,000,000          24,000,000          
    Total General Fund Cash and Investments 756,867,446        309,296,139        1,066,163,585     

Non General Fund Cash and Investments -$                     2,078,579,919$   2,078,579,919$   

Grand Total All Funds Cash and Investments 756,867,446$     2,387,876,058$  3,144,743,504$   

Cash and Investment Balances (all funds) as of June 30, 2005
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What is the True Fiscal Condition of Indiana State Government’s Operating Accounts? 

FY 1999 FY 2000 FY 2001 FY 2002 FY 2003 FY 2004 FY 2005
General Fund Surplus 1,191,083$  832,737$     18,628$       136,565$     200$            118,758$     
Reserve for Tuition Support 255,000       265,000       265,000       265,000$     305,000       290,500       290,500       
Rainy Day Fund 524,703       539,712     525,114     257,006     248,142      214,522       316,475     
Build Indiana Fund Loan 20,000         
Medicaid Reserve 100,000       24,000         
Surplus 1,990,786$  1,637,448$  908,742$     522,006$     689,706$     505,222$     749,733$     
Payment Delays
  Higher Education (94,931)        (96,346)        (98,226)        (101,871)      
  Tuition Support (277,289)      (289,910)      (290,514)      (299,124)      
  Property Tax Replacement Credit (275,552)      (323,361)      (325,799)      
Loan Payable to Public Deposit Insurance Fund (50,000)        (50,000)        
True Surplus 1,990,786$  1,637,448$ 908,742$    149,786$    27,899$       (256,879)$    (27,061)$     

Dollars in Thousands
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General Fund and Property Tax Replacement Fund
Comparison of Surplus and True Surplus

Surplus  $1.991  $1.637  $0.909  $0.522  $0.690  $0.505  $0.750 
True Surplus  $1.991  $1.637  $0.909  $0.150  $0.028  $(0.257)  $(0.027)

FY 1999 FY 2000 FY 2001 FY 2002 FY 2003 FY 2004 FY 2005

The State Surplus is computed at the end of each fiscal year, June 30, when State government examines whether any money 
remains in the General Fund, its operating account. The Surplus often reflects the cash that the State government has on hand at 
fiscal year end after its ongoing operating expenses for the year have been paid.  But when money is borrowed from other State 
funds to fund the State’s operations, or payments are delayed beyond the fiscal year end, the Surplus no longer reflects actual 
unobligated cash on hand.  
 
The True Surplus depicted below gives a picture of the State’s actual bottom line at fiscal year end. The True Surplus calculation 
accounts for payment delays to schools, universities, and counties, cities, and towns, and also acknowledges an interest free loan to 
the General Fund from the Public Deposit Insurance Fund. This is the true fiscal position of State government’s operating 
accounts.  In recent years the difference between the two reported balances has been significant as shown below. 
 
The True Surplus for fiscal year 2005 rebounded significantly, almost reaching positive territory after ending fiscal year 2004 in an 
unprecedented deficit position. Certain components of the Surplus, such as the Rainy Day Fund and General Fund, ended FY 2005 
with their highest combined balance in 4 years.  Fiscal year 2005 was the 4th consecutive year that payment delays were used to 
prop up the Surplus.  Prior to FY2002, payment delays were never used more than one year at a time. 
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What Happened to the $2 Billion Surplus? 

State of Indiana
Cash and Investment Balance Analysis

Blue Line Shows Total Cash and Investments
Green Bars Show Positive Cash in The Surplus Account

  Orange Bars Show Negative Cash in The Surplus Account
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                                  Spending a $2 Billion Surplus

Year to Year Change in True Surplus (353.337) (728.706) (758.956) (121.887) (284.778) 229.818 
Cumulative Change in True Surplus (353.337) (1,082.044) (1,841.000) (1,962.887) (2,247.665) (2,017.847)

FY 2000 FY 2001 FY 2002 FY 2003 FY 2004 FY 2005

What Happened to the $2 Billion Surplus? 
As of June 30, 1999, the “State Surplus,” was at that time the same as the “True Surplus,” of $1.991 billion as shown by the graph 
on page 2. By June 30, 2004, the True Surplus had dropped below zero to a $257 million deficit, before rebounding this year to a 
True Surplus of negative $27 million (refer to the chart on page 2). The chart in the middle of this page shows the gradual 
elimination of the nearly $2 billion True Surplus over 5 years. Fiscal Year 2005 was the first year of True Surplus growth since 
Fiscal Year 1999. In the chart below, the blue bar represents the change in True Surplus each fiscal year. The red bar shows the 
cumulative change in True Surplus from June 30, 1999 to date. To illustrate, the True Surplus decreased by $353 million in FY 
2000 (FY2000 blue bar) and $729 million in FY 2001 (FY2001 blue bar) for a cumulative decrease of $1.082  billion (FY2001 red 
bar). The cumulative decrease in True Surplus from June 30, 1999 to June 30, 2005 is $2.018 billion. There was a  $230 million 
improvement from FY2004 to FY2005. The $2.248 billion decline in the True Surplus from FY1999 to FY2004 was a result of the 
State spending more than it received in revenue in the General Fund for each of those five fiscal years.  To arrive at the True 
Surplus, amounts withheld as payment delays or taken as loans are deducted from the Surplus figure. 

Cash and Investment Balance 
by Month 

 
The graph at the bottom of this 
page shows the monthly total 
cash and investment balance for 
all State funds, which include 
the General Fund and all 
dedicated accounts, from June 
30, 2000 to June 30, 2005.  The 
blue line indicates the total 
balance.  The high point on this 
graph occurred on June 30, 
2000 when the balance was 
$5.370 billion, and the General 
Fund was solvent.  The low 
point of $1.713 billion occurred 
on November 30, 2004.  The 
June 30, 2005 balance was 
$3.145 billion. 
 
The green vertical bars 
represent positive cash month-
end balances in the surplus 
accounts, the State’s operating 
checking account,  while orange 
vertical bars represent negative 
balances. Orange bars mean the 
General Fund was borrowing 
money from other dedicated 
State accounts in order to pay 
the ongoing operating expenses 
of state government.  The 
General Fund ended every 
month since July 2001 in a 
negative cash position with the 
exceptions of September 2001 
and May 2005, as well as June 
30 each year when the state 
closes its books.  Before July 
2001, you have to go all the 
way back to December 1993 to 
find another month-end where 
the General Fund had a 
negative balance. 
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How Does Your County Compare Among All 92 Counties? 

For each of Indiana’s 92 counties, this table provides population and population rank, food and beverage tax and county 
innkeepers tax rates, local option income tax type with resident and non-resident rates, as well as gaming revenue, and property tax 
replacement and homestead credit distributions for the 2005 fiscal year. The food and beverage tax rates listed are those enacted as 
of July 8, 2005.   
 
The following symbols are used to designate different types of local option income tax: 
 CA - County Adjusted Gross Income Tax 
 CE - County Economic Development Income Tax 
 CO - County Option Income Tax 
Lake, Posey, and Sullivan Counties are the only three counties that levy no local option income tax. 
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How Does Your County Compare Among All 92 Counties? (Continued) 

Riverboat admission and wagering tax distributions reflect those amounts distributed to local governments.   The General 
Assembly has designated the first $33 million of riverboat wagering tax receipts as revenue sharing distributions to non-riverboat 
counties and cities based on population. The Revenue Sharing column shows the amount of riverboat revenue sharing money sent 
to each county for distribution.  Property tax replacement and homestead credit money is sent to counties to replace property tax 
credits given to property taxpayers.  Counties distribute the money to governmental entities as property tax distributions. 
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General Fund and Property Tax Replacement Fund

Revenue by Type

Sales Tax  $3,651.4  $3,693.9  $3,761.4  $4,172.6  $4,720.9  $4,960.5 

Individual Income Tax  $3,753.3  $3,779.8  $3,540.8  $3,644.3  $3,807.9  $4,213.2 
Corporate Income Tax  $985.3  $855.3  $709.4  $729.1  $644.8  $824.8 
Gaming Revenue  $430.8  $601.5  $584.7 
Other Revenue  $752.7  $722.9  $697.2  $903.7  $845.9  $853.3 
Total Revenue  $9,142.7  $9,051.9  $8,708.8  $9,880.5  $10,621.0  $11,436.5 

FY 2000 FY 2001 FY 2002 FY 2003 FY 2004 FY 2005
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General and Property Tax Replacement Fund Revenue Trends (Cash Basis) 
A Detailed Analysis of the Four Primary Revenue Sources Funding State Government 

Riverboat Wagering Tax 
Riverboat Wagering Taxes supporting the State’s General Fund are 
detailed in the chart to the right. Pages 4 and 5 of this Report include 
additional discussion of Gaming Revenues and their distribution to 
counties and municipalities. The FY2004 Riverboat Wagering Tax 
figure reflects a one-time catch up revenue payment made in 
conjunction with the onset of dockside gambling, which inflated 
FY2004 revenues. As a result, the decline in total Riverboat Wagering 
revenues from FY2004 to FY2005 should not be taken as evidence of 
instability in that revenue source. 

Tax Rates for 
Indiana and 

Adjacent States 
 

The table on the 
right shows the 

comparative rates 
for personal 

income, sales, 
gasoline, and 

cigarette taxes of 
Indiana and its 

neighbors. 

Corporate Income Tax 
Corporate Income Tax revenues increased 
significantly in FY 2005. With only 2 ½ 
years of data after the 2002 Special Session 
restructuring of the corporate income tax, 
trend analysis is difficult. The third quarter of 
FY2005 (1/1/2005-3/31/2005) saw a negative 
revenue number because of tax refunds.  As 
you can see, fourth quarter FY2005 revenues 
rebounded to $432 million. 

Gasoline Cigarette
Personal State Excise Excise
Income Sales Tax Tax

Tax Tax Per Per
Rate Rate Gallon Pack

Illinois 3% 6.25% 0.201$     0.980$     
Indiana 3.4% 6.00% 0.180$     0.555$     
Kentucky 2% - 6% 6.00% 0.185$     0.300$     
Michigan 3.9% 6.00% 0.190$     2.000$     
Ohio 0.712% - 7.185% 5.50% 0.280$     1.250$     

State Revenue Trends 
 

The graph titled “General Fund and 
Property Tax Replacement Fund 
Revenue by Type” shows data for the 
last six fiscal years of revenues 
supporting the general operations of 
Indiana state government.  Total 
revenues declined in FY2001and 
FY2002. The increases in revenues since  
FY2003 are in part attributable to an 
increase in the State sales tax rate 
effective December 1, 2002, the addition 
of riverboat wagering tax revenues as 
General Fund revenues, and increased 
receipts of income taxes as the economy 
started to improve. 
 
Corporate and individual income tax 
revenues proved the most volatile in 
recent years, although year-to-year 
comparisons of corporate income taxes 
are problematic due to significant 
restructuring that occurred in 2002. 
Individual income taxes actually 
dropped from FY2001 to FY2002, but 
rebounded in FY2005 with the most 
significant year-to-year growth of any of 
the “big four” tax revenue sources. Sales 
taxes proved by far the most stable 
revenue source, showing growth through 
the recession, even after taking into 
account the change in the rate from 5% 
to 6% in December 2002. 



General and Property Tax Replacement Fund Revenue Trends (Cash Basis) 
A Detailed Analysis of the Four Primary Revenue Sources Funding State Government 
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Individual Income Tax 
 

Indiana’s Individual Income Tax rate has remained 
unchanged at 3.4% for several years. As a result, 
revenue trends for this source of revenue are most 
clearly demonstrated. Fiscal Year 2005 shattered 
prior year records, generating over $4.2 billion, or 
$1.24 billion for each 1% of individual income tax 
levied (see chart below the table at right). 
 
In FY2005, individual income tax revenues 
increased by 10.6%, or $405.3 million. In contrast, 
FY2002 individual income tax revenues were 
actually 6.3% less than FY2001, dropping by $239 
million in one year. 
 
This change demonstrates the elasticity of 
individual income taxes as a revenue source. When 
economic times are good, the revenues come in 
strong and above forecast. But, as the chart to the 
right shows, when economic times are bad, 
individual income tax revenues not only fail to 
meet projections, they have actually fallen.  

State Sales Tax 
 

If the individual income tax is the hare of General 
Fund revenues, the state sales tax is the tortoise, 
demonstrating slow, strong, and steady growth 
over time. Even accounting for the 20% increase in 
the sales tax rate from 5% to 6% in December 
2002, State Sales Tax revenues by percent of tax 
levied have grown steadily each and every year 
since FY2000.  
 
Fiscal Year 2005 State Sales Tax receipts 
exceeded FY2004 by 5.1%, or $239.6 million.  
Each percentage point of the sales tax generated 
$40 million more for the General Fund than the 
prior year ($826.8 million in FY2005).  That 
follows growth per percentage point of $8.5 
million in FY2001, $13.5 million in FY2002, $7.3 
million in FY2003, and $27.2 million in FY2004. 
 
Sales tax revenues continued to grow even through 
the recession when other revenues fell. Sales tax 
revenues have been the most inelastic and 
dependable revenue source for the state’s operating 
accounts in recent years. 

FY 2000 FY 2001 FY 2002 FY 2003 FY 2004 FY 2005
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Individual Income Tax Revenue per 1% Tax Rate
(General Fund and Property Tax Replacement Fund Portion)

Individual Income Tax Revenue
per 1% Tax Rate

 $1.1039  $1.1117  $1.0414  $1.0719  $1.1200  $1.2392 
FY 2000 FY 2001 FY 2002 FY 2003 FY 2004 FY 2005
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FY 2000 FY 2001 FY 2002 FY 2003 FY 2004 FY 2005

Sales Tax Revenue per 1% Tax Rate
(General Fund and Property Tax Replacement Fund Portion) 

Sales Tax Revenue per 1% Tax
Rate 

 $730.3  $738.8  $752.3  $759.6  $786.8  $826.8 
FY 2000 FY 2001 FY 2002 FY 2003 FY 2004 FY 2005


